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To  the  Honorable  W.  R.  Stubbs,  Governor  of  the  State  of  Kan¬ 
sas,  and  the  Members  of  the  Kansas  Legislature : 

The  subject  of  physical  valuation  of  railroads  having  been 
an  issue  in  the  campaign  just  closed,  the  Board  of  Railroad 
Commissioners  has  made  an  investigation  thereof  and  begs 
leave  to  submit  the  following  for  your  consideration : 

The  matter  of  physical  valuation  of  railroads  is  one  of  far 
greater  than  mere  local  state  importance.  W.  H.  Taft,  in  his 
speech  of  acceptance*  of  nomination  for  the  office  of  President 
of  the  United  States,  had  the  following  to  say . 
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Physical  Valuation  of  Railroads, 


“Some  of  the  suggestions  of  the  Democratic  platform  relate 
really  to  this  subordinate  and  ancillary  machinery  to  which  I 
have  referred.  Take,  for  instance,  the  so-called  ‘physical  val¬ 
uation  of  railways/  It  is  clear  that  the  sum  of  all  rates  or  re¬ 
ceipts  of  a  railway,  less  proper  expense,  should  be  limited  to 
a  fair  profit  upon  the  reasonable  value  of  its  property,  and 
that  if  the  sum  exceeds  this  measure  it  ought  to  be  reduced. 
The  difficulty  in  enforcing  the  principle  is  in  ascertaining 
what  is  the  reasonable  value  of  the  company’s  property,  and  in 
fixing  what  is  a  fair  profit.  It  is  clear  that  the  physical  value 
of  a  railroad  and  its  plant  is  an  element  to  be  given  weight  in 
determining  its  full  value;  but  as  President  Roosevelt  in  his 
Indianapolis  speech  and  the  supreme  court  have  in  effect 
pointed  out,  the  value  of  the  railroad  as  a  going  concern,  in¬ 
cluding  its  good-will,  due  to  efficiency  of  service  and  many 
other  circumstances,  may  be  much  greater  than  the  value  of  its 
tangible  property,  and  it  is  the  former  that  measures  the  in¬ 
vestment  on  which  a  fair  profit  must  be  allowed.  Then,  too, 
the  question  what  is  a  fair  profit  is  one  involving  not  only  the 
rate  of  interest  usually  earned  on  normally  safe  investments, 
but  also  a  sufficient  allowance  to  make  up  for  the  risk  of  loss 
both  of  capital  and  interest  in  the  original  outlay.  These 
considerations  will  have  justified  the  company  in  imposing 
charges  high  enough  to  secure  a  fair  income  on  the  enterprise 
as  a  whole.  The  securities  at  market  prices  will  have  passed 
into  the  hands  of  subsequent  purchasers  from  the  original  in¬ 
vestors.  Such  circumstances  should  properly  affect  the  de¬ 
cision  of  the  tribunal  engaged  in  determining  whether  the 
totality  of  rates  charged  is  reasonable  or  excessive.  To  ignore 
them  might  so  seriously  and  unjustly  impair  settled  values  as 
to  destroy  all  hope  of  restoring  confidence,  and  forever  to  end 
the  inducement  for  investment  in  new  railroad  construction 
which,  in  returning  prosperous  times,  is  sure  to  be  essential 
to  our  material  progress. 


(7) 


8 


Physical  Valuation  of  Railroads 


“As  Mr.  Roosevelt  has  said  in  speaking  of  this  very  subject: 

“  ‘The  effect  of  such  valuation  and  supervision  of  securities  cannot 
be  retroactive.  Existing  securities  should  be  tested  by  laws  in  existence 
at  the  time  of  their  issue.  This  nation  would  no  more  injure  securities 
which  have  become  an  important  part  of  the  national  wealth  than  it 
would  consider  a  proposition  to  repudiate  the  national  debt.’ 

“The  question  of  rates  and  the  treatment  of  railways  is  one 
that  has  two  sides.  The  shippers  are  certainly  entitled  to  rea¬ 
sonable  rates;  but  less  is  an  injustice  to  the  carriers.  Good 
business  for  the  railroads  is  essential  to  general  prosperity. 
Injustice  to  them  is  not  alone  injustice  to  stockholders  and 
capitalists,  whose  further  investments  may  be  necessary  for 
the  good  of  the  whole  country,  but  it  directly  affects  and  re¬ 
duces  the  wages  of  railway  employees,  and  indeed  may  deprive 
them  of  their  places  entirely. 

“From  what  has  been  said  the  proper  conclusion  would  seem 
to  be  that  in  attempting  to  determine  whether  the  entire 
schedule  of  rates  of  a  railway  is  excessive  the  physical  valua¬ 
tion  of  the  road  is  a  relevant  and  important,  but  not  neces¬ 
sarily  a  controlling  factor.” 

Physical  Valuation  Properly  Used  Will  Not  Generally 
Impair  Securities . 

“I  am  confident  that  the  fixing  of  rates  on  the  principles 
suggested  above  would  not  materially  impair  the  present  mar¬ 
ket  values  of  railroad  securities  in  most  cases,  for  I  believe 
that  the  normal  increase  in  the  value  of  railroad  properties, 
especially  in  their  terminals,  will  more  than  make  up  for  the 
possible  overcapitalization  in  earlier  years.  In  some  cases, 
doubtless,  it  will  be  found  that  overcapitalization  is  made  an 
excuse  for  excessive  rates,  and  then  they  should  be  reduced. 
But  the  consensus  of  opinion  seems  to  be  that  the  railroad 
rates  generally  in  this  country  are  reasonably  low.  This  is 
why,  doubtless,  the  complaints  filed  with  the  Interstate  Com¬ 
merce  Commission  against  excessive  rates  are  so  few  as  com¬ 
pared  with  those  against  unlawful  discrimination  in  rates  be¬ 
tween  shippers  and  between  places.  Of  course,  in  the  determi¬ 
nation  of  the  question  whether  discrimination  is  unlawful  or 
not  the  physical  valuation  of  the  whole  road  is  of  little  weight.” 
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Conclusion  that  There  Should  he  Physical  Valuation. 

“I  have  discussed  this  with  some  degree  of  detail,  merely 
to  point  out  that  the  valuation  by  the  Interstate  Commerce 
Commission  of  the  tangible  property  of  a  railroad  is  proper 
and  may  from  time  to  time  be  necessary  in  settling  certain 
issues  which  may  come  before  it,  and  that  no  evil  or  injustice 
can  come  from  valuation  in  such  cases,  if  it  be  understood  that 
the  result  is  to  be  used  for  a  just  purpose  and  the  right  to  a 
fair  profit  under  all  the  circumstances  of  the  investment  is 
recognized. 

“The  Interstate  Commerce  Commissison  has  now  the 

POWER  TO  ASCERTAIN  THE  VALUE  OF  THE  PHYSICAL  RAILROAD 
PROPERTY  IF  NECESSARY  IN  DETERMINING  THE  REASONABLE¬ 
NESS  OF  RATES.  IF  THE  MACHINERY  FOR  DOING  SO  IS  NOT  ADE¬ 
QUATE,  AS  IS  PROBABLE,  IT  SHOULD  BE  MADE  SO.” 


For  the  purpose  of  showing  the  attitude  of  the  Interstate 
Commerce  Commission  on  the  subject  of  valuation  of  rail¬ 
roads,  not  only  for  rate-making  purposes,  but  for  the  purpose 
of  control  of  issuance  of  capital  stock,  the  following  letters 
from  Mr.  Martin  A.  Knapp,  chairman  of  the  Interstate  Com¬ 
merce  Commission,  to  Stephen  B.  Elkins,  chairman  of  the 
Senate  Committee  on  Interstate  Commerce,  and  from  Henry 
C.  Adams,  in  charge  of  statistics  and  accounts,  Interstate  Com¬ 
merce  Commission,  to  Hon.  J.  P.  Dolliver,  United  States  sen¬ 
ator,  furnished  the  Board  by  Mr.  Adams,  are  given: 

Interstate  Commerce  Commission, 
Division  of  Statistics  and  Accounts. 

Washington,  February  18,  1907. 

Hon.  Stephen  B.  Elkins,  Chairman  Senate  Committee  on  Interstate  Com¬ 
merce,  Washington,  D.  C.: 

Dear  Sir — In  response  to  your  request  of  15th  instant,  en¬ 
closing  copy  of  bill,  S.  7399,  providing  for  a  valuation  of  rail¬ 
way  properties,  I  write  for  the  Commission  to  say : 

In  the  nature  of  the  case  the  work  required  by  such  a  meas¬ 
ure  would  have  to  be  performed  largely  by  experts,  and  the 
duties  of  the  Commission  would  mainly  relate  to  its  general 
direction  and  supervision,  including  the  selection  of  competent 
engineers  and  other  qualified  assistants.  We  are  of  the  opinion 
that  these  duties  could  be  discharged  without  serious  inter¬ 
ference  with  the  work  of  the  Commission  under  exsiting  laws. 
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As  indicating  our  reasons  for  this  opinion  and  also  out¬ 
lining  the  general  scope  and  plan  of  an  official  valuation  of 
railway  properties,  including  some  suggestions  for  legislation 
upon  the  subject,  we  annex  hereto  copies  of  the  correspond¬ 
ence  with  the  President  in  May,  1906,  when  this  matter  was 
under  consideration. 

The  Commission  did  not  recommend  legislation  upon  this 
subject  in  its  last  annual  report  to  the  Congress,  transmitted 
December  10,  1906,  for  the  reason  that  important  amend¬ 
ments  to  the  act  to  regulate  commerce  had  recently  gone  into 
effect,  and  it  was  not  deemed  suitable  to  ask  for  legislative 
action  in  this  direction  at  the  present  short  session.  It  was 
understood  by  the  Commission  that  the  President  omitted 
reference  to  this  matter  in  his  last  annual  message  for  the 
same  general  reason. 

We  deem  it  proper  to  add  that  a  conference  was  held  with 
the  President  on  the  14th  instant,  when  the  Commission  was 
requested  to  prepare  and  submit  within  the  next  few  months 
a  definite  plan  for  the  valuation  of  railway  properties. 

All  of  which  is  respectfully  submitted. 

Very  truly  yours, 

Martin  A.  Knapp,  Chairman . 


Interstate  Commerce  Commission, 
Division  of  Statistics  and  Accounts. 

Washington,  January  13,  1908. 

Hon.  J.  P.  Dolliver,  U .  S.  Senate ,  Washington,  D.  C.: 

Dear  Sir — I  have  studied  the  text  of  the  bill  which  you  sub¬ 
mitted  to  me,  and  desire  to  answer  as  well  as  I  may  the  three 
questions  submitted. 

You  ask,  first,  to  what  corporation  the  provisions  of  this 
bill  should  apply? 

It  appears  to  me  that  section  1  of  the  bill  should  be  modified 
so  as  to  make  explicit  mention  of  holding  companies.  The 
Commission’s  report  to  Congress  contains  a  short  discussion 
of  this  subject,  and  while  the  Commission  refrains  from  ex¬ 
pressing  an  opinion  as  to  whether  the  present  act  to  regulate 
commerce  does  or  does  not  cover  holding  companies,  it  submits 
a  recommendation  that  such  companies  should  be  included 
within  the  provisions  of  the  act,  urging  therefor  that  it  is  not 
possible  to  exercise  any  very  direct  or  satisfactory  influence 
upon  the  public  questions  that  arise  in  connection  with  the 
financing  of  transportation  corporations  unless  jurisdiction 
over  holding  companies  is  made  clear.  I  would  not  go  so  far 
as  to  say  that  the  purpose  of  this  proposed  law  could  not,  theo¬ 
retically,  be  realized  without  jurisdiction  over  holding  com¬ 
panies;  but  I  am  confident  that  these  excluded  from  control 
would  seriously  embarrass  the  administration  of  the  law. 
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You  ask,  in  the  second  place,  if  there  are  any  practical  rules 
for  determining  the  reasonable  capitalization  of  a  railway? 
I  doubt  if  any  definite  rules  could  be  laid  down  on  this  subject; 
but  there  are  certain  fundamental  principles  that  must  be  con¬ 
sidered  in  the  formulation  of  such  rules.  Among  these  prin¬ 
ciples  the  three  following  would,  in  my  opinion,  hold  a  promi¬ 
nent  place : 

1.  The  original  investment — that  is  to  say,  the  cost  of  con¬ 
struction  on  a  cash  basis — should  be  made  the  point  of  de¬ 
parture  in  determining  reasonable  capitalization.  This  does 
not  mean  that  such  cost,  if  confined  to  the  machinery  and 
structures  at  present  in  use,  should  in  all  cases  be  regarded 
as  the  limit  of  capitalization,  for  it  may  be  that  a  past  invest¬ 
ment  was  a  step  toward  the  more  perfect  appliance  of  the 
present,  and  for  that  reason  should  be  regarded  as  an  element 
in  the  public  cost  of  present  appliances.  By  public  cost  I 
mean  the  cost  which  the  public  may  reasonably  be  expected 
to  recognize  in  a  comparison  of  the  equities  of  the  public  on 
the  one  hand  and  of  the  investor  on  the  other.  How  far  this 
consideration  might  justify  a  capitalization  over  and  above  the 
cost  of  property  now  devoted  to  transportation  can  only  be 
determined  after  a  thorough  and  comprehensive  investigation 
into  the  history  of  the  technical  and  financial  conditions  of 
transportation  companies. 

2.  The  investor  in  railway  securities  should  be  allowed  rea¬ 
sonable  participation  in  the  values  created  by  the  fact  that 
society  grows  both  in  numbers  and  in  commercial  and  indus¬ 
trial  conditions.  The  situation  opened  up  by  the  above  state¬ 
ment  submits  a  case  in  which  competition  fails  to  do  what  the 
common  law  of  our  industrial  organization  assumes  it  is 
capable  of  doing,  and  which,  before  the  rise  of  great  corpora¬ 
tions,  and  before  the  fusion  of  local  markets  into  a  national 
market  or  a  world  market,  it  doubtless  did  do  with  a  fair  de¬ 
gree  of  satisfaction.  Following  the  line  of  reasoning  thus, 
suggested  to  its  conclusion,  it  becomes  evident  that  the  prob¬ 
lem  of  an  equitable  capitalization  of  railway  property  logically 
involves  the  problem  of  a  fair  distribution  between  the  public 
and  the  investor  of  that  value  which  the  political  economist 
calls  a  social  as  distinguished  from  an  individual  product. 

3.  The  problem  of  an  equitable  capitalization  involves  the 
question  of  the  extent  to  which,  and  the  conditions  under 
which,  the  value  of  real  estate  owned  and  used  by  railways 
should  be  reflected  in  the  capital  fund  to  be  supported  out  of 
the  current  charges  for  the  transportation  of  passengers  and 
freight. 

To  the  three  fundamental  principles  suggested  above,  which 
are  economic  and  juridical  in  character,  a  fourth  consideration 
of  a  practical  nature  should  be  added.  Wherever  railways 
are  private  property,  the  public  must  rely  upon  privats  in- 
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vestment  for  the  extension  and  perfection  of  transportation 
facilities.  This  being  the  case,  it  is  essential  that  the  govern¬ 
ment,  in  the  exercise  of  supervisory  control,  should  make  due 
allowance  for  the  motives  which  induce  investors  to  purchase 
railway  securities.  In  applying  this  principle,  however,  one 
should  not  fail  to  distinguish  between  a  banker  as  an  agent 
for  the  investment  of  capital  and  a  banker  as  a  manipulator 
of  outstanding  securities. 

You  ask,  in  the  third  place,  if  an  inventory  value  of  railway 
property  is  necessary  for  the  realization  of  the  purpose  of  this 
bill?  On  this  point  I  would  answer  most  emphatically,  Yes. 
The  value  of  property  is  not  a  simple  or  homogeneous  fact. 
On  the  contrary,  it  is  capable  of  analysis  according  to  the 
source  from  which  it  springs,  or  the  public  or  commercial 
character  which  it  bears.  The  value  of  railway  property 
under  existing  commercial  conditions  is  affected  by  the  orig¬ 
inal  investment,  by  the  strategic  situation  of  the  property  re¬ 
garded  as  a  commercial  unit,  and  by  the  value  of  the  real 
estate  employed  in  operation.  It  appears  to  me  essential  that 
all  these  elements  should  be  recognized,  and  that  a  definite 
amount  of  the  existing  value  should  be  set  up  against  each 
item,  for  then,  and  then  only,  would  a  commission  or  a  court 
be  in  a  position  to  say  how  far  the  existing  earning  capacity 
of  a  carrier  ought  to  be  regarded  in  the  issue  of  its  securities. 
In  my  judgment,  it  is  not  possible  to  touch  this  question  with¬ 
out  raising  all  those  considerations  which  were  raised  by  John 
Stuart  Mill  in  his  consideration  of  the  question  of  land  values. 
The  industrial  situation  has  changed  since  his  time,  and  calls 
for  a  modified  application  of  the  principles  themselves,  as  well 
as  the  industrial  analysis  upon  which  they  were  based,  are 
pertinent  for  the  practical  administration  of  a  bill  such  as  you 
propose. 

The  above  is  a  cursory  reply  to  the  questions  submitted,  but 
it  at  least  suggests  the  point  of  view  from  which,  as  it  appears 
to  me,  this  whole  subject  of  railway  capitalization  should  be 
approached,.  Very  sincerely  yours, 

Henry  C.  Adams, 

In  charge  of  Statistics  and  Accounts. 


Hon.  G.  W.  Kanavel,  the  chairman  of  the  Board  of  Railroad 
Commissioners,  attended  the  National  Association  of  Railway 
Commissioners  held  last  October  at  Washington,  D.  C.,  and 
while  attending  this  association  exercised  every  possible  dili¬ 
gence  to  become  advised  as  to  the  merits  and  demerits  of 
physical  valuation  of  railroad  properties  by  the  several  states ; 
the  result  of  such  investigation  developing  the  fact  that  there 
was  no  uniformity  of  ideas  as  to  the  manner  of  procedure  in 
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the  securing  of  valuation,  or  the  application  of  such  valuation 
to  rate-making  after  the  same  was  secured,  and  that  the  con¬ 
sensus  of  opinion  of  such  representatives  of  the  different  state 
railroad  commissions  of  the  United  States  in  attendance  at 
such  association  meetings  was  that  the  Interstate  Commerce 
Commission  should  take  the  initiative  in  the  matter  of  physical 
valuation  of  railroad  properties. 

Upon  his  return  to  Topeka,  by  order  of  the  Board,  its  secre¬ 
tary  addressed  the  following  communication  to  the  various 
railroad  commissions: 


Dear  Sir — The  Kansas  legislature  convening  in  January, 
1909,  will  have  up  for  consideration  the  matter  of  instructing 
the  State  Railroad  Commission  to  make  a  physical  valuation 
of  railroads  and  the  appropriation  of  a  sufficient  amount  of 
money  to  carry  out  such  work. 

The  Board  understands  that  it  was  the  consensus  of  opinion 
of  those  attending  the  National  Association  meetings  in  Wash¬ 
ington  that  physical  valuation  of  railroad  property  should  be 
made,  with  the  Interstate  Commerce  Commission  taking  the 
initiative,  and  such  states  as  desire  lending  all  possible  assist¬ 
ance  in  the  premises — this  opinion,  on  the  part  of  those  attend¬ 
ing  the  association  meeting,  being  predicated  on  the  fact  that 
there  would  be  no  uniformity  of  procedure  in  the  manner  of 
making,  and  kind  of  value  secured,  with  the  state  commission 
taking  the  initiative;  that  such  valuation  would  thereby  be 
rendered  unnecessarily  doubtful  in  its  practical  application  to 
rate-making;  and  that,  if  the  best  procedure  possible  were 
taken  by  the  state  commission,  the  securing  of  such  valuation 
would  be  costly  to  the  state,  and  at  best  applicable  only  to  that 
tonnage  which  moves  strictly  intrastate,  which,  in  Kansas, 
represents  but  a  small  portion  of  the  total  freight  traffic,  while 
the  valuation  made  by  the  Interstate  Commerce  Commission 
would  be  of  value  on  the  entire  traffic  and  would  be  made  in 
such  manner  as  to  be  of  a  maximum  of  usefulness  in  its  appli¬ 
cation  to  rate-making,  and  with  due  regard  to  all  past  and 
probable  future  constructions  which  may  be  placed  thereon 
by  the  courts. 

The  Kansas  Railroad  Commission  will  be  glad  to  reciprocate 
the  courtesy  if  you  will  kindly  advise,  in  as  detailed  a  manner 
as  possible,  the  opinion  of  your  board  as  to  whether  or  not  it  is 
the  better  procedure  for  the  Interstate  Commerce  Commission 
to  take  the  initiative  in  physical  valuation  of  railroad  prop¬ 
erty,  and,  if  so,  the  reason  for  such  opinion. 
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The  following  are  the  pertinent  portions  of  the  replies  re¬ 
ceived  by  the  Board  to  the  above  letter : 

St.  Paul,  Minn.,  November  7,  1908. 

Mr.  E.  C.  Shiner , 

Secretary  Board  of  Railroad  Commissioners ,  Topeka,  Kan.: 

Dear  Sir — Replying  to  your  favor  of  October  23,  will  say 
our  commission  has  just  completed  the  work  of  valuing  the 
railways  in  the  state  of  Minnesota,  a  work  which  has  taken 
from  one  and  a  half  to  two  years. 

I  was  among  the  attendants  at  the  meeting  of  the  national 
association  in  Washington,  and  perhaps  one  of  the  strongest 
advocates  of  the  plan  of  valuing  the  railroads  of  the  country 
by  the  federal  authorities,  insisting,  however,  that  the  valua¬ 
tions  be  made  on  the  plan  which  would  segregate  the  value 
upon  state  lines,  thereby  giving  the  various  states  the  benefit 
of  the  value  made  by  the  federal  authorities  and  having  the 
value  made  upon  the  same  plan  in  all  the  states  of  the  Union. 
The  objection  to  the  several  states  valuing  the  railway  prop¬ 
erties  within  their  states  is  that  no  two  states  use  the  same 
basis  nor  expend  anywhere  near  the  same  amount  of  money 
and  time  in  finding  the  values;  therefore,  when  it  comes  to 
the  question  of  comparison,  it  is  worth  practically  nothing. 
Take  for  instance :  the  state  of  Minnesota  is  expending-  some¬ 
thing  like  $65,000  in  valuing  8000  miles  of  railway  within  the 
state,  and  the  state  of  South  Dakota,  with  a  little  more  than 
one-half  that  mileage,  is  undertaking  to  value  the  roads  with 
an  appropriation  of  $10,000.  Of  course,  they  have  started  out 
with  the  idea  that  this  is  all  they  can  have  to  spend,  and  they 
are  going  to  do  the  work  upon  such  plan  as  will  complete  it 
with  an  expenditure  of  not  more  than  $10,000;  whereas  in 
Minnesota  there  was  no  limit  to  the  amount  of  money  to  be  ex¬ 
pended — the  plan  was  to  do  the  work  upon  the  most  thorough 
and  approved  method,  let  it  cost  what  it  might. 

The  fact  that  the  valuation  of  railroad  properties  within  the 
state  can  only  apply  in  its  use  to  that  portion  of  the  traffic 
which  is  purely  state  traffic  makes  no  difference  whether  the 
valuation  is  done  by  the  federal  authorities  or  by  the  state 
authorities.  When  the  work  is  completed,  the  federal  authori¬ 
ties  would  show  in  their  report  the  exact  value  of  the  property 
within  each  state  and  the  total  value  of  the  entire  railway 
properties  of  the  country  and  of  each  system. 

The  only  thing  necessary  now  is  to  secure  the  indorsement 
of  the  plan  by  Congress  and  the  necessary  appropriation  to 
undertake  the  work.  The  Interstate  Commerce  Commission 
is  in  sympathy  with  the  idea. 

Trusting  this  answers  your  inquiry,  I  am, 

Very  respectfully, 

C.  F.  Staples,  Commissioner. 


for  Rate-making  Purposes. 
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^  ^  07  .  Des  Moines,  Iowa,  October  24,  1908. 

Mr.  E.  C.  Shiner , 

Secretary  Board  of  Railroad  Commissioners,  Topeka,  Kan.: 


Dear  Sir — Replying  to  yours  of  October  22,  beg  to  advise 
that  Mr.  Eaton,  the  chairman  of  this  board,  who  with  myself 
attended  the  recent  convention  of  railroad  commissioners,  is 
of  the  opinion  that  any  physical  valuation  of  railroads  that  is 
attempted  should  be  made  by  or  under  the  direction  of  the 
Interstate  Commerce  Commission. 

Very  truly  yours, 

Dwight  N.  Lewis,  Secretary. 


^  .  Hartford,  Conn.,  October  30,  1908. 

Mr.  E.  C.  Shiner , 

Secretary  Board  of  Railroad  Commissioners,  Topeka,  Kan.: 


Dear  Sir — Yours  of  the  22d  inst.,  re  physical  conditions  of 
railroads,  received. 

This  subject  has  been  under  discussion  by  this  board  from 
time  to  time  informally,  and  their  views  are  about  as  follows : 

A  physical  valuation  of  the  railroad  property  of  this  state 
would  be  a  costly  proceeding,  if  thoroughly  done,  and  of  no 
practical  value  so  far  as  this  state  is  concerned,  either  for 
taxation  or  rate  purposes.  According  to  the  laws  of  the  state, 
the  value  of  the  railroad  property  for  taxation  purposes  is  de¬ 
termined  by  the  market  value  of  the  stock  and  bonds  repre¬ 
senting  that  property.  No  power  to  regulate  rates  for  the 
transportation  of  persons  or  property  within  this  state  has  yet 
been  conferred  on  the  railroad  commissioners.  This  power  is 
retained  by  the  general  assembly  and  is  seldom  exercised  by 
it,  but  can  be  whenever  demanded  by  the  public.  The  great 
mass  of  our  people  have  heretofore  considered  the  passenger 
and  freight  rates  charged  by  the  transportation  companies  to 
be  generally  reasonable,  and  if,  in  exceptional  cases,  after 
complaint  and  investigation  by  a  committee  of  the  general 
assembly,  they  are  found  unreasonable,  the  parties  usually 
come  to  some  agreement  mutually  satisfactory.  If  this  was 
not  done  the  general  assembly  would  take  such  action  as  it 
might  deem  wise.  As  evidence  of  the  general  satisfaction  with 
rates",  I  might  state  that  no  action  has  ever  been  brought  be¬ 
fore  the  courts  in  reference  to  the  matter  and  seldom  before 
the  general  assembly.  This  is  the  record  of  the  past;  how  it 
may  be  in  the  future  I  cannot  say,  as  the  tendency  of  the  times 
is  towards  a  larger  control  and  supervision  of  all  public-service 
corporations.  A  valuation  of  the  railroad  property  of  the 
country  would  be  a  stupendous  and  costly  undertaking,  and,  if 
done,  should  be  by  some  national  authority,  to  be  effective  and 
uniform ;  and  as  our  state  is  now  situated,  of  no  practical  value 
to  it.  This,  in  brief,  is  the  sentiment  of  this  board  upon  the 
subject.  Yours  very  truly, 

Henry  F.  Billings,  Clerk. 
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Trenton,  N.  J.,  October  28,  1908. 

Mr.  E.  C.  Shiner , 

Secretary  Railroad  Commission ,  Topeka,  Kan.: 

Dear  Sir — I  am  instructed  by  the  board  to  acknowledge 
receipt  of  your  letter  of  the  22d  inst.,  and  to  inform  you  that 
this  board  is  of  the  opinion  that  physical  valuations  of  rail¬ 
road  properties  can  best  be  made  by  the  Interstate  Commerce 
Commission,  the  controlling  reasons  being  those  set  forth  in 
your  letter.  Very  truly  yours, 

A.  N.  Barber,  Secretary. 


Newport,  Vt.,  November  2,  1908. 

Hon.  E.  C.  Shiner, 

Secretary  Board  of  Railroad  Commissioners,  Topeka,  Kan.: 

Dear  Sir — In  response  to  your  inquiry  of  October  23  re¬ 
lating  to  the  physical  valuation  of  railroad  property,  beg  to 
state  that  it  is  the  opinion  of  this  board  it  is  advisable  for  the 
Interstate  Commerce  Commission  to  take  the  initiative  in  the 
matter.  The  reason  for  this  opinion  is  well  stated  in  your 
letter.  Yours  very  respectfully, 

Rufus  W.  Spear,  Clerk. 


Helena,  Mont.,  October  27,  1908. 

Hon.  E.  C.  Shiner, 

Secretary  Railroad  Commission  oj  Kansas,  Topeka,  Kan.: 

Dear  Sir — We  beg  to  acknowledge  receipt  of  your  favor  of 
the  22d  inst.,  with  reference  to  the  physical  valuation  of  rail¬ 
roads,  and  in  reply  to  your  inquiries  desire  to  say  that,  hav¬ 
ing  given  much  thought  and  investigation  to  the  subject,  it  is 
the  unanimous  opinion  of  this  commission  that  such  valua¬ 
tions  are  of  no  practical  value  except  for  taxation  purposes; 
that  for  the  purposes  of  rate-making,  while  it  may  be  one 
factor  in  determining  what  are  reasonable  charges,  it  is  only 
one  factor,  and  many  other  considerations  must  enter  into  the 
final  result  as  to  what  constitutes  a  reasonable  rate. 

We  are  aware  that  this  subject  has  been  before  the  different 
state  commissions,  and  that  opinions  vary  greatly  as  to  the 
practicability  of  the  same;  and  while  this  department  would 
be  glad  to  cooperate  with  the  federal  commission,  as  we  are 
always  pleased  to  do,  from  our  point  of  view  we  would  not 
desire  to  make  any  considerable  expenditure  of  money  in 
arriving  at  the  valuation  of  railroad  lines  within  this  state. 

As  to  your  question  regarding  method  of  procedure  in  the 
premises:  after  having  stated  our  position  on  the  subject,  we 
are  frank  to  say  that  if  physical  valuations  of  the  railroads 
are  to  be  made,  we  believe  it  will  be  necessary,  in  order  to  in¬ 
sure  any  uniformity  in  the  work,  that  the  Commerce  Com- 
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mission  take  the  initiative.  Such  course  would  make  certain 
the  providing  of  the  best  possible  forms  for  schedules  and  ac¬ 
counts  and  the  proper  divisions  of  same,  as  this  work  would 
be  in  the  hands  of  federal  experts  of  great  experience;  as  a 
result,  state  commissions  would  be  saved  a  great  amount  of 
labor  and  expense;  again,  by  all  using  the  same  forms,  the 
value  of  the  work  as  a  whole  would  be  much  enhanced. 

Trusting  that  the  above  statement  of  our  position  will  satis¬ 
factorily  cover  your  inquiries,  and  assuring  you  of  this  de¬ 
partment’s  pleasure  in  writing  you  upon  the  subject,  we  are, 

Yours  very  truly, 

The  Kailroad  Commission  of  Montana, 

By  H.  K.  Howry,  Secretary. 


Appraisement — General  Order  No.  15. 

Montgomery,  Ala.,  November  6,  1908. 

Mr.  E.  C.  Shiner, 

Secretary  Board  of  Railroad  Commissioners,  Topeka,  Kan.: 

Dear  Sir — Your  favor  of  the  23d :  The  state  legislature  of 
this  sta-te  having  established  a  certain  line  of  rates  within 
the  state,  and  this  commission  having  been  enjoined  by  some 
of  the  lines  of  railroads  from  putting  into  effect  said  statu¬ 
tory  rates,  and  said  injunctions  being  now  in  effect  and  the 
case  in  question  being  now  in  the  United  States  court,  in  de¬ 
fense  of  the  rates,  among  other  things,  it  was  necessary  for 
this  commission  to  secure  a  valuation  of  the  railroads  within 
the  state. 

Under  these  conditions,  this  commission  had  its  engineer 
prepare  certain  blanks  that  were  furnished  to  the  various 
lines  within  the  state  to  be  filled  out,  after  which  it  was 
thought  by  the  commission  a  fair  valuation  of  the  properties 
within  the  state  could  be  arrived  at.  These  blanks  are  now 
being  filled  out  by  the  various  railroad  companies. 

You  will  readily  see  from  the  above  that  the  prevailing  con¬ 
ditions  made  it  necessary  for  this  commission  to  arrive  at 
some  valuation  for  the  purpose  of  protecting  the  statutory 
rates,  and  it  seems  to  me  that  this  is  a  very  good  idea,  inas¬ 
much  as  the  commission’s  authority,  of  course,  is  only  over 
state  rates  and  not  interstate  rates. 

I  know  it  to  be,  however,  the  opinion  of  this  commission 
that  uniformity  in  all  matters  of  this  character  is  very  much 
to  be  desired,  and  I  feel  sure  that  this  commission  will  be  glad 
to  lend  any  aid  possible  towards  this  object. 

Yours  truly, 

S.  P.  Kennedy,  Secretary.. 
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Olympia,  Wash.,  October  30,  1908. 

Mr.  E.  C.  Shiner , 

Secretary  and  Rate  Clerk ,  Board  of  Railway  Commissioners , 

Topeka,  Kan.: 

Dear  Sir — We  have  your  letter  of  October  22  concerning 
the  physical  valuation  of  railroad  property,  and  note  what  you 
say  as  to  the  views  of  the  National  Association  of  Railway 
Commissioners  with  regard  to  the  method  of  doing  this  work. 
We  have  completed  the  physical  valuation  of  the  railroad 
property  in  this  state  after  about  two  years  spent  in  the  work. 
The  work  was  done  in  connection  with  the  regular  work  of  the 
commission,  and  a  large  part  of  this  time  has  been  spent  in 
investigation  relative  to  methods  and  examination  of  best 
methods  to  be  pursued.  We  are  clearly  of  the  opinion  that 
the  work  of  such  valuation  ought  to  be  done  jointly  by  the 
Interstate  Commerce  Commission  and  the  state  commissions. 
The  necessity  for  such  valuation,  however,  is  so  great  that  we 
deem  it  inadvisable  to  wait  for  the  initiative  to  be  taken  by 
some  one  else.  Very  truly  yours, 

The  Railroad  Commission  of  Washington, 

By  J.  C.  Lawrence,  Member  of  Commission. 


Baton  Rouge,  La.,  November  28,  1908. 

Mr.  E.  C.  Shiner, 

Secretary  Board  of  Railroad  Commissioners,  Topeka,  Kan.: 

Dear  Sir — I  regret  that  it  has  been  impossible  for  me  to 
reply  to  your  esteemed  letter  of  October  23  sooner. 

I  am  instructed  by  this  commission  to  say  to  you  that  since 
they  are  not  vested  with  authority,  under  the  law,  to  tax  prop- 
ery  in  this  state,  the  question  of  placing  a  physical  valuation 
on  railroad  properties  has  only  been  considered  in  a  somewhat 
extraneous  way.  This  commission  has  believed  for  some  time 
that  the  Interstate  Commerce  Commission  could  arrive  at  a 
more  practicable  plan  of  making  a  physical  valuation  of  the 
railroad  properties  of  the  United  States  than  could  be  arrived 
at  by  each  state  separately  making  attempts  to  get  at  these 
valuations.  There  is  no  question  in  the  minds  of  the  members 
of  this  commission  but  that  such  a  movement  as  this  is  of  the 
utmost  importance  to  both  national  and  state  railroad  com¬ 
missions,  and  this  commission  believes  that  the  best  procedure 
is  for  the  Interstate  Commerce  Commission  to  take  the  initia¬ 
tive,  and  to  complete  the  work  with  the  assistance  of  the  state 
boards  or  commissions,  wherever  this  can  be  of  value. 

Respectfully,  W.  M.  Barrow,  Secretary. 
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Madison,  Wis.,  October  30,  1908. 

Mr.  E.  C.  Shiner , 

Secretary  Board  of  Railroad  Commissioners,  Topeka,  Kan.: 

Dear  Sir — Your  late  favor  relating  to  the  physical  valua¬ 
tion  of  railroads  is  received  and  noted. 

This  state,  as  you  know,  has,  through  engineers  who  were 
employed  for  that  purpose,  made  an  actual  appraisal  of  the 
right  of  way,  road-beds,  tracks,  yards,  stations  and  all  other 
property  that  is  used  in  connection  with  the  functions  of 
transportation  that  are  located  within  this  state.  It  has  fur¬ 
ther  valued  the  rolling-stock  of  those  roads  which  are  located 
entirely  within  this  state,  as  well  as  that  proportion  of  the 
rolling-stock  of  the  interstate  roads  which  should  be  appor¬ 
tioned  to  that  part  of  the  line  which  is  located  in  Wisconsin. 
Through  the  engineering  department,  which  is  employed 
jointly  by  the  railroad  and  tax  commissions,  these  appraise¬ 
ments  are  also  continued  from  year  to  year.  They  are  not 
nearly  as  costly  or  as  difficult  to  make  as  would  at  first  seem 
to  be  the  case. 

As  you  state,  there  is  also  some  discussion  in  favor  of  such 
valuation  by  the  national  government.  But  whether  it  will 
ever  enter  upon  work  of  this  character  depends  upon  Congress, 
as  both  legislation  and  appropriations  must  be  had  before  any 
definite  steps  can  be  taken  in  that  direction.  It  is,  of  course, 
possible  that  Congress  may  do  something  in  that  line  in  the 
near  future,  but  this,  in  the  very  nature  of  things,  cannot  be 
an  assured  fact.  Much  in  this  respect  depends  upon  the' course 
of  public  sentiment  upon  this  and  allied  questions  that  may 
develop  from  now  on. 

As  to  whether  state  or  national  valuation  would  be  the  most 
preferable  for  purely  state  purposes  will  largely  depend  upon 
how  the  valuations  are  made.  If  the  state  should  appraise 
not  only  the  intrastate  lines,  but  also  that  portion  of  the  inter¬ 
state  lines  which  is  within  the  state,  and  if  the  national  ap- 
praisment  should  omit  intrastate  lines  and  cover  the  inter¬ 
state  lines  as  a  whole,  without  reference  to  state  lines,  then  it 
can  be  said  without  hesitancy  that  state  valuation  would  be  the 
best.  If,  on  the  other  hand,  that  national  appraisement  should 
be  made  to  cover  all  the  ground  that  would  be  deemed  neces¬ 
sary  for  intrastate  as  well  as  for  interstate  purposes,  then  the 
national  appraisement  would  perhaps  be  preferable.  It  would 
seem  to  be  practicable  for  the  states  and  the  nation  to  come 
together  and  agree  upon  the  details  of  the  appraisement  and 
thus  save  duplication  of  work  and  expenditures.  An  ap¬ 
praisal  of  the  interstate  roads  only  and  as  a  unit  would,  how¬ 
ever,  not  be  without  value.  In  fact,  it  could,  perhaps,  in  most 
cases,  be  made  to  serve  most  of  the  purposes  of  a  state  ap- 
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praisement,  and  this  mainly  for  the  reason  that  it  would  fur¬ 
nish  an  excellent  basis  for  subsequent  apportionment  of  the 
values  as  between  states.  Yours  truly, 

J.  M.  Winterbotham,  Secretary. 


Columbus,  Ohio,  October  27,  1908. 

Hon.  E.  C.  Shiner, 

Secretary  and  Rate  Clerk,  Board  of  Railroad  Commissioners, 

Topeka,  Kan.: 

Dear  Sir — I  have  your  letter  of  recent  date  in  respect  to 
the  matter  of  the  valuation  of  railroad  properties.  I  do  not 
know  that  I  can  help  you  much  in  determining  the  question 
uppermost  in  your  mind  as  to  which  is  the  better  plan  for  mak¬ 
ing  such  physical  valuations — whether  by  the  federal  commis¬ 
sion  taking  the  initiative  or  by  state  authority  going  alone. 

Without  discussing  the  various  phases  of  the  question,  with 
which  you  are  familiar,  I  may  say  that  if  some  cooperation 
between  the  federal  and  state  powers  in  making  these  valua¬ 
tions  could  be  devised  it  would,  in  my  judgment,  be  very  bene¬ 
ficial.  Incidentally,  such  an  arrangement  would  also  militate 
toward  keeping  down  the  expense  of  making  a  valuation. 
Just  how  this  could  be  done  I  am  not  sure,  because  I  don’t 
know  where  the  federal  and  state  governments  could  make  the 
connection  that  would  authorize  such  action. 

The  first  consideration  in  the  making  of  a  valuation  is  a 
basis  which  will  insure  uniformity.  To  make  myself  clear,  we 
will  take  the  Pennsylvania  Railroad  Company,  with  property 
in  five  states.  There  should  be  such  a  basis  for  valuing  this 
property  that,  when  the  five  states  in  which  the  line  operates 
have  made  their  valuations,  the  total  of  the  same  shall  repre¬ 
sent  the  full  value,  and  no  more,  of  this  company.  Otherwise, 
if  each  state  has  a  different  rule  for  valuing  the  property,  the 
total  might  represent  considerably  more  or  considerably  less 
than  the  actual  value.  If  there  could  be  some  harmonizing 
influence  that  would  maintain  a  fixed  standard  for  valuing 
railway  properties  it  would  be  most  desirable,  and  that  is  why 
I  suggest  cooperation  between  the  federal  and  state  govern¬ 
ments.  And  yet,  I  feel  that  there  is  hardly  a  legal  possibility 
of  this  being  done.  I  do  not  pretend  to  say  that  it  cannot  be; 
perhaps  it  may  be  possible.  That  is  a  question  for  lawyers  to 
determine.  Yours  respectfully, 

H.  D.  Marington,  Secretary. 


for  Rate-making  Purposes. 


21 


Little  Rock,  Ark.,  November  2,  1908. 

Mr.  E.  C.  Shiner, 

Secretary  Board  of  Railroad  Commissioners,  Topeka,  Kan.: 

Dear  Sir — Beg  to  acknowledge  receipt  of  your  favor  of 
October  23.  The  act  of  the  legislature  of  this  state  of  1899, 
by  which  the  railroad  commission  was  created,  contained  a 
section  making  it  the  duty  of  the  commission  to  make  a  phys¬ 
ical  valuation  of  the  railroads  situate  in  this  state.  Although 
this  section  has  been  continued  in  effect,  the  legislature  has 
never  seen  fit  to  make  an  appropriation  for  carrying  out  its 
provisions. 

Our  present  opinion  is  that  this  movement  should  be  inaugu¬ 
rated  by  the  general  government,  and  probably  through  the 
instrumentality  of  the  Interstate  Commerce  Commission;  yet 
we  do  not  believe  that  the  determination  of  that  body  could  or 
should  be  conclusive  of  the  matter  as  to  the  value  of  the  rail¬ 
road  property  located  within  a  single  state.  If  the  government 
would  complete  this  task,  the  result  of  its  investigation  would 
be  of  great  benefit  to  the  states. 

Yours  truly,  W.  E.  Floyd,  Secretary. 


Bismarck,  N.  Dak.,  November  6,  1908. 

Mr.  E.  C.  Shiner, 

Secretary  Board  of  Railroad  Commissioners,  Topeka,  Kan.: 

Dear  Sir — Replying  to  your  letter  of  October  23d,  the 
present  board  of  railroad  commissioners  in  this  state  goes  out 
of  office  on  January  1,  to  be  succeeded  by  a  new  board.  It 
would  perhaps  be  better  for  you  to  have  the  views  of  the  in¬ 
coming  board,  inasmuch  as  they  will  have  to  do  with  the 
physical  valuation  of  railroads,  should  the  same  be  attempted 
by  this  state. "  Personally  I  am  of  the  opinion  that  the  valua¬ 
tion,  if  made,  should  be  made  by  the  Interstate  Commerce 
Commission,  insuring  a  uniform  basis  and  valuation  and  a 
result  more  valuable  than  that  made  by  a  state  board. 

Yours  very  truly,  James  W.  Foley,  Secretary. 


Nashville,  Tenn.,  November  10,  1908. 

Hon.  E.  C.  Shiner, 

Secretary  Board  of  Railroad  Commissioners,  Topeka,  Kan. : 

Dear  Sir — In  reply  to  your  valued  communication  of  the 
23d  ult.,  relative  to  the  views  of  members  of  the  Tennessee 
Railroad  Commission  regarding  the  physical  valuation  of 
railroads,  I  am  instructed  by  the  members  of  our  commission 
to  say  that,  after  due  consideration  of  the  matter,  they  are  of 
the  opinion  that  the  Interstate  Commerce  Commission  should 
take  the  initiative,  and  you  may  rest  assured  that  the  members 
of  this  commission  will  render  every  possible  aid.  Our  com- 
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mission  is  constrained  to  take  this  view  of  the  subject  because 
they  realize  that  it  would  be  almost  impossible  to  get  the  legis¬ 
lature  to  make  a  sufficient  appropriation  to  be  used  by  our 
commission  in  making  a  physical  valuation  of  the  railroad 
property  of  our  state.  Yours  very  truly, 

Chas.  H.  Love,  Secretary.. 


Sioux  Falls,  S.  D.,  November  10,  1908. 

Hon.  E.  C.  Shiner, 

Secretary  Board  of  Railroad  Commissioners ,  Topeka,  Kan. : 

Dear  Sir — I  am  in  receipt  of  your  valued  favor  of  the  23d 
ult.,  relative  to  physical  valuation  of  railroads. 

As  you  are  probably  aware,  this  commission  has  undertaken 
and  has  now  well  under  way  the  work  of  ascertaining  the 
value  of  all  railway  property  in  the  state  of  South  Dakota, 
under  the  provisions  of  a  law  enacted  by  the  last  legislature 
of  this  state,  a  copy  of  which  is  enclosed  herewith. 

While  I  am  not  at  this  time  prepared  to  give  the  opinion  of 
the  members  of  this  board  as  to  whether  or  not  it  would  be 
better  for  the  Interstate  Commerce  Commission  to  take  the 
initiative  in  physical  valuation  of  railroad  property,  I  am  in¬ 
clined  to  believe  that  they  would  prefer  this  method — if  it 
could  be  done  without  unnecessary  delay — as  it  could  prob¬ 
ably  be  done  more  economically  by  that  body  and  certainly 
with  more  uniformity  than  for  each  state  to  act  independently. 

Very  truly  yours,  Wm.  H.  Stanley,  Secretary. 


Indianapolis,  Ind.,  October  30,  1908. 

Mr.  E.  C.  Shiner, 

Secretary  Board  of  Railroad  Commissioners,  Topeka,  Kan.: 

Dear  Sir — Your  letter  of  October  22,  with  reference  to  the 
physical  valuation  of  railroads,  was  received,  submitted  to 
the  commission,  and  I  am  directed  to  reply. 

We  are  greatly  in  doubt  as  to  whether  the  legislature  or 
governor  would  sanction  the  expenditure  of  money,  at  least 
$50,000,  to  make  this  valuation. 

We  are  inclined  to  the  opinion  that  in  order  to  have  uniform 
valuation  and  the  best  results,  it  would  be  better  for  the  Inter¬ 
state  Commerce  Commission  to  take  the  initiative  in  the  phys¬ 
ical  valuation  of  the  railroad  properties. 

Yours  respectfully,  Chas.  B.  Riley,  Secretary. 


for  Rate-making  Purposes. 


23 


Atlanta,  Ga.,  November  6,  1908. 
Mr.  E.  C.  Shiner ,  Secretary ,  Topeka ,  Kan.: 

Dear  Sir — Your  favor  of  October  23,  relative  to  the  valua¬ 
tion  of  railroad  properties  in  the  United  States  by  the  Inter¬ 
state  and  the  various  state  commissions,  received.  This  board 
was  represented  at  the  meeting  of  the  National  Association 
of  Kailroad  Commissioners  in  Washington  last  month,  and, 
as  you  state,  this  question  was  discussed,  and  the  matter  of 
the  Interstate  Commerce  Commission  taking  the  initiative  wa& 
met  with  considerable  approval.  The  members  of  this  board, 
however,  have  not  considered  the  matter  sufficiently  in  detail 
to  enable  it  to  express  an  opinion  upon  the  point  indicated  by 
you.  We  will  undertake,  when  time  permits,  to  give  attention 
to  the  subject,  and  we  will  hold  your  letter  for  the  purpose  of 
writing  you  when  that  is  done. 

With  assurances  of  our  readiness  to  serve  you  whenever  we 
can,  and  with  high  regard,  I  am,  Yours  very  truly, 

Geo.  F.  Montgomery,  Secretary. 


Guthrie,  Okla.,  November  12,  1908. 

Mr.  E.  C.  Shiner , 

Secretary  Board  of  Railroad  Commissioners,  Topeka,  Kan. : 

My  Dear  Sir — Your  letter  to  hand  and  duly  noted,  and  in 
reply  desire  to  state  that  the  constitution  of  the  state  of  Okla¬ 
homa  provides  what  the  corporation  commission  shall  do  in 
the  valuation  of  the  railroads  of  the  state.  The  commission 
is  new  and  have  just  now  secured  an  engineer  to  do  this  work 
for  them,  and  the  general  plans  have  not  as  yet  been  worked 
out  in  full.  We  are  enclosing  you  a  copy  of  the  constitution, 
so  that  you  can  find  out  in  regard  to  the  matter,  and  as  soon  as 
the  engineer  has  worked  out  his  plans  the  commission  will  take 
pleasure  in  sending  them  to  you.  The  commission  begs  to  re¬ 
main,  Very  truly  yours,  J.  E.  Love,  Chairman. 


Harrisburg,  Pa.,  November  3,  1908. 

Mr.  E.  C.  Shiner, 

Secretary  Board  of  Railroad  Commissioners,  Topeka,  Kan. : 

Dear  Sir — Your  communication  of  the  23d  ult.,  requesting 
advice  as  to  the  views  of  this  commission  on  the  matter  of 
making  physical  valuation  of  railroad  property,  was  taken  up 
at  the  meeting  of  October  28,  and  in  reply  I  am  directed  to 
write  you  as  follows : 

No  authority  of  any  character  having  been  conferred  on  this 
commission  in  this  matter,  and  in  the  absence  of  such  au¬ 
thority,  and  not  having  given  the  matter  very  careful  consid¬ 
eration,  the  commission  does  not  care  at  this  time  to  express 
any  opinion  on  the  subject.  Very  respectfully, 

Harry  S.  Calvert,  Secretary. 
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Denver,  Colo.,  November  5,  1908. 

Mr.  E.  C.  Shiner, 

Secretary  Board  of  Railroad  Commissioners,  Topeka,  Kan. : 

Dear  Sir — Your  letter  of  October  22,  addressed  to  Mr. 
McGaffey,  secretary  of  the  state  board  of  equalization,  has 
been  referred  to  this  commission.  In  reply,  we  beg  to  advise 
that  none  of  the  members  of  the  present  board  will  be  in  office 
after  the  first  of  the  year,  and  we  will  therefore  refrain  from 
expressing  an  opinion  upon  the  advisability  of  having  a  phys¬ 
ical  valuation  made  under  the  supervision  of  the  Interstate 
Commerce  Commission.  Yours  truly, 

Bulkeley  Wells,  Secretary. 


Boise,  Idaho,  October  29,  1908. 

Mr.  E.  C.  Shiner, 

Secretary  and  Rate  Clerk,  Board  of  Railroad  Commissioners, 

Topeka,  Kan.: 

Dear  Sir — In  reply  to  your  letter  of  October  23,  1908,  will 
say  that  our  state  has  no  railroad  commission,  so  I  cannot  give 
you  any  information  on  the  subject. 

Very  respectfully, 

Robt.  S.  Bragaw,  State  Auditor. 

Geo.  W.  Lewis,  Deputy. 


Richmond,  Va.,  October  30,  1908. 

E.  C.  Shiner,  Esq., 

Secretary  Board  of  Railroad  Commissioners,  Topeka,  Kan.: 

Dear  Sir — Your  letter  of  October  23  has  been  referred  to 
me.  In  reply  thereto  I  would  say  that  this  commission  has 
taken  no  steps  to  make  a  physical  valuation  of  the  railroad 
property  in  this  state,  and  is  not  likely  to  take  any  independent 
action  with  reference  thereto  in  the  near  future.  We  are, 
however,  prepared  to  cooperate  in  every  way  possible  with  the 
Interstate  Commerce  Commission  and  with  the  other  state 
commissions  to  secure  desired  results. 

Very  truly  yours,  Robert  R.  Prentis,  Chairman. 


Boston,  Mass.,  October  27,  1908. 

Mr.  E.  C.  Shiner, 

Secretary  Railroad  Commission  of  Kansas,  Topeka: 

Dear  Sir — The  board  begs  to  acknowledge  your  communi¬ 
cation  of  October  23,  1908,  and  notes  your  request  for  the 
opinion  of  the  board  “as  to  whether  or  not  it  is  a  better  pro¬ 
cedure  for  the  Interstate  Commerce  Commission  to  take  the 
initiative  in  physical  valuation  of  railroad  property,  and  if  so 
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the  reason  for  such  opinion.”  In  reply  we  desire  to  say  that 
the  board  has  reached  no  conclusion  in  regard  to  the  matter. 
Yours  very  sincerely,  W.  T.  Hall,  Chairman. 


Charleston,  W.  Va.,  October  26,  1908. 
Board  of  Railroad  Commissioners ,  Topeka,  Kan. : 

Gentlemen — Yours  of  the  23d  inst.  received.  I  am  sorry  I 
cannot  give  you  the  information  you  desire.  Our  state  has  no 
railroad  commission,  the  property  of  same  being  assessed  by 
our  board  of  public  works.  Yours  truly, 

•  A.  C.  Scherr,  Auditor. 


Lansing,  Mich.,  November  6,  1908. 
Board  of  Railroad  Commissioners,  Topeka,  Kan. : 

Gentlemen — We  are  in  receipt  of  your  letter  of  October  23, 
relative  to  determining  the  physical  valuation  of  railroads  by 
railroad  commissions,  and  in  reply  thereto  are  pleased  to  ad¬ 
vise  that  in  this  state  the  railroad  commission  have  no  juris¬ 
diction  whatever  over  such  matters,  but  it  is  under  the  juris¬ 
diction  of  the  tax  commission,  from  whom  the  railroad 
commission  obtain  such  information  as  becomes  necessary  for 
them  to  use  in  determining  any  rate  which  shall  be  put  into 
effect,  the  determination  of  which  is  based  upon  the  physical 
value  of  the  road.  Respectfully  yours, 

C.  L.  Glasgow,  Chairman. 


High  railroad  authority  has  declared  the  necessity  of  spend¬ 
ing  five  and  a  half  billion  dollars  during  the  next  few  years 
in  extension  of  railroad  facilities  to  meet  the  growing  de¬ 
mands  of  the  country.  Ill-advised  legislation,  either  by  the 
states  or  the  federal  government,  couples  with  this  necessity 
a  grave  doubt  whether  the  securities  to  pay  for  these  expendi¬ 
tures  can  be  floated. 

The  great  preponderance  of  complaints  filed  with  the  Board, 
which  have  come  to  amount  almost  to  an  imperative  demand 
on  the  part  of  the  Kansas  traveling  and  shipping  public,  is 
for  better  service,  i.  e.,  better  road-bed,  heavier  rails,  higher 
grade  of  ties,  more  extended  safety  devices,  better  depots  and 
stock-yards,  more  extensive  side-track  facilities,  installation 
of  telegraph  service  at  the  small  stations,  and  more  frequent 
and  higher  standard  train  service,  with  a  material  increase 
of  equipment. 


26 


Physical  Valuation  of  Railroads 


According  to  all  his  utterances,  Mr.  Taft,  while  favoring 
railroad  valuation,  is  earnestly  in  favor  of  that  orderly  pro¬ 
cedure  “which  will  guarantee  against  seriously  and  unjustly 
impairing  settled  values  or  destroy  hope  of  restoring  con¬ 
fidence  or  the  ending  of  inducement  for  investment  in  new 
railroad  construction  which,  in  returning  prosperous  times, 
is  sure  to  be  essential  to  our  material  progress.” 

In  regard  to  the  effect  of  railroad  valuation,  Mr.  Roose¬ 
velt  says : 

“The  effect  of  such  valuation  and  supervision  of  securities 
cannot  be  retroactive.  Existing  securities  should  be  tested  by 
laws  in  existence  at  the  time  of  their  issue.  This  nation  would 
no  more  injure  securities  which  have  become  an  important 
part  of  the  national  wealth  than  it  would  consider  a  proposi¬ 
tion  to  repudiate  the  national  debt.” 

This  can  only  mean  that  Mr.  Roosevelt  believes  in  according 
to  the  railroads  a  reasonable  income  on  their  present  capitali¬ 
zation;  and  Mr.  Taft,  in  reiterating  the  statement,  indicates 
that  in  his  judgment  the  Roosevelt  doctrine  is  sound. 

The  Interstate  Commerce  Commission  has  concluded  a  com¬ 
mercial  valuation  of  railroad  property  in  the  United  States, 
and  the  result  was  that  such  valuation  was  within  ten  per  cent, 
of  the  capitalization  thereof. 

It  is  of  interest  to  know  the  position  of  the  supreme  court  of 
the  United  States  on  the  subject  of  valuation  of  railroad  prop¬ 
erty.  In  its  169th  report,  page  546,  it  says : 

“We  hold,  however,  that  the  basis  of  all  calculations  as  to 
the  reasonableness  of  rates  to  be  charged  by  a  corporation 
maintaining  a  highway  under  legislative  sanction  must  be  the 
fair  value  of  the  property  being  used  by  it  for  the  convenience 
of  the  public.  And  in  order  to  ascertain  that  value,  the  orig¬ 
inal  cost  of  construction,  the  amount  expended  in  permanent 
improvements,  the  amount  and  market  value  of  its  bonds  and 
stock,  the  present  as  compared  with  the  original  cost  of  con¬ 
struction,  the  probable  earning  capacity  of  the  property  under 
the  particular  rates  prescribed  by  statute,  and  the  sum  re¬ 
quired  to  meet  operating  expenses,  are  all  matters  for  con¬ 
sideration,  and  are  to  be  given  such  weight  as  may  be  just 
and  right  in  each  case.  We  do  not  say  that  there  may  not  be 
other  matters  to  be  regarded  in  estimating  the  value  of  the 
property.  What  the  company  is  entitled  to  ask  is  a  fair  re¬ 
turn  upon  the  value  of  that  which  it  employs  for  the  public 
convenience.  On  the  other  hand,  what  the  public  is  entitled 
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to  demand  is  that  no  more  be  exacted  from  it  for  the  use  of  a 
public  highway  than  the  services  rendered  by  it  are  reasonably 
worth.” 

No  two  states  have  proceeded  along  the  same  lines  in  secur¬ 
ing  a  valuation  of  railroad  property  for  rate  making  purposes, 
and  none  have  met  the  requirements  cited  above. 

If  the  legislature  should  choose  to  instruct  this  Commission 
to  make  a  valuation  of  railroad  properties  in  Kansas,  ample 
funds  should  be  appropriated  to  make  such  a  valuation  as  will 
meet  the  requirements  of  the  courts  as  laid  down  in  decisions. 
One  of  the  elements  to  be  considered  in  fixing  the  value  of  a 
railroad  is  what  it  would  cost  to  reproduce  the  property  in  its 
present  physical  condition.  To  secure  this  one  element  the 
state  of  Minnesota  has  just  concluded  one  and  a  half  years’ 
labor  with  an  expenditure  of  $65,000,  with  8000  miles  of  rail¬ 
road  lines  in  the  state.  Kansas  has  more  than  11,000  miles  of 
railroad  lines.  On  a  Minnesota  basis  of  cost  it  would  require 
an  expenditure  of  better  than  $88,000  to  ascertain  what  it 
would  cost  to  reproduce  the  Kansas  railroads. 

Other  elements  entering  into  a  valuation  of  railroads  for 
rate-making  purposes  are,  according  to  Roosevelt  and  Taft, 
“the  going  value  of  the  concern,  including  its  good-will,  due  to 
efficiency  of  service,  which  value  may  be  greater  than  the  value 
of  its  tangible  property,”  and  the  securities  of  such  companies, 
as  they  would  no  more  think  of  injuring  these  securities  than 
of  repudiating  the  national  debt;  and  under  the  requirements 
of  the  United  States  supreme  court,  “the  original  cost  of  con¬ 
struction,  the  probable  earning  capacity  of  the  property  under 
the  rates  prescribed  by  statute,  and  the  sum  required  to  meet 
operating  expenses.” 

In  compiling  information  for  use  in  the  federal  courts  the 
compilation  must  be  proceeded  with  in  such  orderly  and  ac¬ 
curate  manner  as  to  enable  the  witness  to  state  positively  the 
facts.  Approximations,  conjectures,  beliefs  or  opinions  are 
of  but  little  value  and  a  poor  foundation  upon  which  to  predi¬ 
cate  testimony  in  an  action  asking  for  affirmative  relief. 

In  addition  to  the  appropriation  of  the  amount  of  money 
necessary  to  be  expended  to  ascertain  the  one  element  of  what 
it  would  cost  to  reproduce  the  Kansas  railroads  in  their  present 
condition,  ample  appropriation  should  be  made  to  enable  the 
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Board  to  accurately  determine  the  other  elements  necessary  to 
secure  a  valuation  upon  which  the  making  of  rates  should  be 
based. 


RECOMMENDATION  OF  THE  BOARD. 

As  a  result  of  its  investigation  into  and  thought  on  the  sub¬ 
ject  of  procedure  in  the  securing  of  a  physical  valuation  of 
railroad  property  for  rate  making  purposes,  the  Board  finds: 

First. — That  there  has  been  very  little,  if  any,  uniformity 
of  procedure  in  the  manner  of  making  or  kind  of  valuation 
secured  by  the  various  states  in  which  physical  valuation  of 
property  has  been  attempted. 

Second. — That  in  practically  all  of  the  states  where  such 
physical  valuation  of  railroad  property  has  been  attempted, 
the  commission  of  such  states  think  that  the  practical  manner 
of  procedure  is  for  the  Interstate  Commerce  Commission  to 
take  the  initiative  in  the  matter  of  securing  of  physical  valu¬ 
ation  of  railroad  property,  in  order  that  the  valuations  ob¬ 
tained  may  be  made  in  a  uniform  manner,  with  due  regard  to 
all  past  and  possible  future  decisions  of  the  courts,  and  in  such 
manner  as  to  be  of  a  maximum  of  usefulness  in  rate-making 
and  limitation  of  capitalization,  and  obtainable  by  the  expendi¬ 
ture  of  a  minimum  amount  of  funds. 

Third. — That  the  matter  of  physical  valuation  of  railroads 
and  its  relation  to  rate-making  is  one  of  the  most  important 
recent  railroad  reform  ideas  in  its  possibility  of  working  good 
or  evil  results,  the  working  out  of  the  details  of  which  de¬ 
mands  the  best  talent  the  country  can  produce. 

Fourth. — That  the  fixing  of  such  a  valuation  on  railroads 
for  rate-making  purposes  as  is  contemplated  by  the  utterances 
of  Mr.  Taft  and  Mr.  Roosevelt  and  the  decisions  of  the  federal 
courts  would  be  a  matter  of  such  vital  importance  and  del¬ 
icacy  as  to  demand  the  services  of  experts  trained  in  the  ex¬ 
ecutive,  financial,  operating,  mechanical,  engineering  and  other 
of  the  more  important  branches  of  railroad  management ;  that 
the  federal  government,  through  the  Interstate  Commerce 
Commission,  would  be  in  much  better  position  than  the  several 
states  to  command  the  services  of  such  men  and  secure  a  valu¬ 
ation  representing  a  maximum  of  usefulness  for  rate-making 
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purposes  at  a  minimum  of  cost,  having  due  regard  to  past  and 
probable  future  attitude  of  the  courts  in  the  premises. 

Fifth. — That  any  valuation  of  railroads  for  rate-making 
purposes  made  by  the  Kansas  Commission  would  be  of  value 
only  in  the  fixing  of  rates  on  shipments  moving  between  points 
both  of  which  are  in  the  state  of  Kansas,  and  that  such  ship¬ 
ments  constitute  approximately  only  one-fifth  of  the  freight 
tonnage  of  the  state,  while  a  valuation  made  by  the  Interstate 
Commerce  Commission  would  apply  to  the  entire  traffic. 

It  is  Recommended  by  the  Board,  That  the  governor  and 
legislature  of  Kansas  join  in  a  memorialization  of  Congress 
to  appropriate  sufficient  money  to  enable  the  Interstate  Com¬ 
merce  Commission  to  proceed  forthwith  with  the  making  of  a 
valuation  of  railroads  for  rafe-making  purposes,  such  valu¬ 
ation  to  be  in  such  form  as  to  be  of  a  maximum  of  value  to  the 
several  states  as  well  as  the  federal  government. 

By  Order  of  the  Board. 

E.  C.  Shiner,  Secretary. 

Dated:  Topeka,  Kan.,  December  1,  1908. 


